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GAO Issues Revised Yellow Book
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The U.S. General Accounting Office released
a new edition of the Government Auditing
Standards (the “Yellow Book”).
This is the fourth revision of the
overall standards since they were first
issued in 1972. This revision supersedes the 1994 revision, including
amendments 1 through 3, and makes
changes in the following areas:
• Redefining the types of audits and services
covered by the standards, including an
expansion of the definition of performance
auditing to incorporate prospective analyses and other studies and adding attestation
as a separate type of audit.
• Providing consistency in the field work and
reporting requirements among all types of
audits defined under the standards.
• Strengthening the standards and clarifying
the language in areas that, by themselves,
do not warrant a separate amendment.
Comptroller General of the United States
David M. Walker emphasized that “auditors
will face many situations in which they could
best serve the public by doing work exceeding
the standards’ minimum requirements. As performance and accountability professionals, we
should not strive just to comply with minimum standards, which represent the floor of
acceptable behavior, but we need to do the
right thing according to the facts and circumstances of each audit situation.” He called on

auditors to seek opportunities to do additional
work when and where it is appropriate, particularly in connection with testing and
reporting on internal control.
Government auditing is a key element
in fulfilling the government’s duty to
be accountable to the people, the GAO
noted, adding that auditing allows
those parties and other stakeholders to have
confidence in the reported information on the
results of programs or operations, as well as in
the related systems of internal control.
Government Auditing Standards incorporates the field work and reporting standards
issued by the AICPA. The Public Company
Accounting Oversight Board promulgates
standards for public accounting firms in audits
of publicly traded companies. The GAO will
continue to monitor the actions of the AICPA
and PCAOB and will issue clarifying guidance as appropriate.
The new standards are applicable for
financial audits and attestation engagements
of periods ending on or after Jan. 1, 2004, and
for performance audits beginning on or after
Jan. 1, 2004. Early application is permissible
and encouraged.
The new edition of the Yellow Book is
available on the GAO Web site, which includes
a list of major changes from the 1994 edition.
www.gao.gov/govaud/ybk01.htm

OMB Revises Threshold for Single Audits
The U.S. Office of Management and Budget issued a revision to OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Among the revisions to
the circular, one of the most significant is an increase in the threshold that triggers the
requirement for a Single Audit from $300,000 to $500,000. The increase in the audit threshold is effective for fiscal years ending after Dec. 31, 2003, and early application is not permitted.
Access to the Federal Register notice regarding this revision can be found through the
OMB Web site.
www.whitehouse.gov/omb/fedreg/062703_audits.pdf
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HUD Aims to Improve
Quality of Audits
By Dale A. Brown, CPA, CIA
Concern about audit quality of governmental financial reporting is not a recent development. Over the years, the AICPA and
government agencies have addressed these
issues and have taken a number of steps
aimed at improving the quality of those
audits. Congress has also passed several
laws over the past 25 years in this area.
These laws included the Inspector General
Act of 1978 and the Single Audit Act
Amendments of 1996.
In the late 1990s, the Department of
Housing and Urban Development, a federal
agency widely criticized for inaccurate
financial reporting and poor internal controls, endeavored to remedy its deficiencies
by establishing a Real Estate Assessment
Center (REAC), a division of HUD’s Office
of Public and Indian Housing. REAC’s
stated mission is to centralize the assessment of all HUD housing into a single
organization based on a paperless, e-business model. To implement this plan, REAC
began requiring HUD multifamily project
owners and public housing agencies to submit GAAP-based financial statements in an
electronic format.

To help ensure the accuracy of these
electronically submitted financial statements, REAC created a financial quality
assurance division called the Quality
Assurance Subsystem or QASS (in keeping
with REAC nomenclature, the division was
named for one of REAC’s integrated databases). Over the past five years, QASS
auditors have reviewed audit quality at hundreds of CPA firms.
The primary objective of a QASS quality assurance review is to determine
whether a CPA firm is complying with
applicable auditing standards. The overriding philosophy is that by taking steps to
improve audit quality, HUD can place more
confidence in the audit opinions and financial statements it receives.
In the complex and specialized field of
governmental financial reporting, audit
quality often needs improvement. Common
audit deficiencies identified by QASS auditors include the following:
• Audit programs and audit planning did
not conform to professional standards.
• Major program determinations were not
made in accordance with the requirements of OMB Circular A-133, Audits of
States, Local Governments, and NonProfit Organizations, and Government
Auditing Standards.
• Audit planning and procedures were performed by inexperienced staff assistants

AICPA Single Audit Risk Alert and
Related Resources
CPAs may have become accustomed to looking to state and local
government (SLG) audit risk alerts, as well as the alert on not-forprofit organizations, for the latest developments on audits of federal awards (also known as Single Audits or Circular A-133
audits). This is the first year that such guidance will not be
included in the SLG alert and the NPO alert. Instead, because of
the importance of the topic, the guidance will be included in the
separate annual audit risk alert on Single Audits. The Single Audit
alerts will provide auditors of organizations that receive federal
awards with an overview of recent industry, regulatory and professional developments that may affect the audits they perform.
The SLG alert will continue to provide updates on government auditing standards as many audits of state and local government financial statements must be performed under those stan-

without adequate supervision.
• Assessment of internal control did not
conform to professional standards.
• Analytical procedures were not used in
either the planning or final stages of the
audit.
• Sufficient evidential matter was not
obtained to support management’s financial statement assertions.
• Audit working papers did not conform to
professional standards.
• Financial statement presentation and
note disclosures did not conform to governmental GAAP requirements.
• Required supplementary information
was not included in the audited financial
statements.
By identifying areas in which audit
quality falls short of professional standards, REAC seeks to improve the quality
of financial information available to those
who monitor HUD-funded entities. Over
time, better quality audits should help alleviate public mistrust and should serve to
enhance professional standing among auditors who practice in the government housing industry.
Dale A. Brown, CPA, CIA, is an auditor
with the Financial Quality Assurance Real
Estate Assessment Center, Office of Public
and Indian Housing, U.S. Department of
Housing and Urban Development.

dards, regardless of whether the entity receives federal money.
Single Audits—2003 (No. 022453kkCPA09) is available
from the AICPA Member Satisfaction Center. Other resources of
interest include the SLG Alert (No. 022433CPA09) and the NPO
Alert (No. 022423CPA09); the AICPA Audit Guide, Audits of
States, Local Governments and Not-for-Profit Organizations
Receiving Federal Awards (No. 012743CPA09), the AICPA
Audit and Accounting Guide, Audits of States and Local
Governments (GASB 34 Edition) (No. 012663CPA09), the
AICPA Audit and Accounting Guide, Audits of State and Local
Governmental Units (Non-GASB 34 Edition) (No.
012563CPA09) and the AICPA Audit and Accounting Guide,
Not-for-Profit Organizations (No. 012643CPA09); and the CPE
courses Audits of HUD-Assisted Projects (No. 730293CPA09)
and Advanced Auditing of HUD-Assisted Projects (No.
730188CPA09).
888/777–7077

www.cpa2biz.com/store

Published for AICPA members in government. Opinions expressed in this CPA Letter supplement do not necessarily reflect policy of the AICPA.
Joseph F. Moraglio, supplement editor
Ellen J. Goldstein, CPA Letter editor
703/281–2037; e-mail: jmoraglio@yahoo.com
212/596–6112; egoldstein@aicpa.org
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AICPA Issues Audit Guide for
Performing A-133 Audits
The new audit guide, Audits of States, Local Governments, and
Not-for-Profit Organizations Receiving Federal Awards, is the former Statement of Position No. 98-3 of the same name. Until this
year, SOP No. 98-3 had been included as an appendix to both the
GASB 34 and non-GASB 34 editions of the AICPA’s state and
local government audit and accounting guides and in the not-forprofit organizations audit and accounting guide. The AICPA
Auditing Standards Board decided in late 2002 to convert the SOP
into an audit guide because the content and guidance in the SOP are
closer to what would be included in an audit guide and also to make
it clear that, like other audit guides, it is updated each year for conforming changes. The new guide does not supersede the guidance
that appeared in SOP No. 98-3 but, rather, changes its format from
an SOP to an audit guide. It is now one of the AICPA’s primary
sources of authoritative guidance for performing audits under the
Single Audit Act Amendments of 1996, OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit
Organizations, and Government Auditing Standards.

GASB Issues Guidance on
Budgetary Comparisons
The Governmental Accounting
Standards Board has issued Statement
No. 41, Budgetary Comparison
Schedule—Perspective Differences, which
clarifies existing guidance on budgetary comparisons in GASB Statement No. 34, Basic
Financial Statements—and Management’s
Discussion and Analysis—for State and
Local Governments.
This amendment applies to govern-

Under Statement on Auditing Standards No. 95, Generally
Accepted Auditing Standards, this audit guide is considered an
interpretive publication. Interpretive publications are recommendations on the application of SASs in specific circumstances, including engagements for entities in specialized industries. Practitioners
who do not apply the auditing guidance included in an applicable
interpretive publication should be prepared to explain how they
complied with the SAS provisions.
Each year since 1998, AICPA staff has updated the SOP and,
in its new form as a separate guide, this year is no different.
Updates for this guide include conforming changes related to recent
auditing standards through SAS No. 101, Auditing Fair Value
Measurements and Disclosures, and other changes in guidance; for
example, changes resulting from recently adopted Amendment 3,
“Independence,” to Government Auditing Standards and the
AICPA’s Audit and Accounting Guide, Audits of State and Local
Governments (GASB 34 Edition).
Audits of States, Local Governments, and Not-for-Profit
Organizations Receiving Federal Awards (No. 012743CPA09) is
available through the Member Satisfaction Center.
888/777–7077

www.cpa2biz.com/store

ments with budgetary structures (for
example, certain program-based
budgets) that prevent them from presenting budgetary comparison information for their general funds and
major special revenue funds, as currently required by Statement No. 34. Under
Statement No. 41, such governments will
present budgetary comparison schedules as
required supplementary information based
on the fund, organization or program structure that the government uses for its legally
adopted budget. Generally, governments

should present budgetary comparisons for
the activities that are reported in the general
fund and each major special revenue fund.
The accounting change is being implemented simultaneously with Statement No.
34. For governments that already have
implemented Statement No. 34, the requirements would be effective for periods beginning after June 15, 2002. The statement
may be obtained from the GASB Order
Department.

GASB Revises Derivative Disclosure
Requirements
In an effort to improve disclosures associated with derivative contracts, GASB has issued accounting guidance that it says will provide more comprehensive reporting by state and local governments.
Under the new guidance, the board expects that users of financial
statements will be better informed about the risks assumed in derivative contracts. Derivatives are often used by governments as a
means to potentially reduce borrowing costs. While derivatives may
support financing needs, the lower costs come with additional risks,
GASB notes. The objectives and terms of derivative contracts, their
risks and the fair value of the contracts are generally not specified
in financial reports today.
The GASB’s technical bulletin, Disclosure Requirements for
Derivatives Not Reported at Fair Value on the Statement of Net Assets,
is designed to increase the public’s understanding of the significance
of derivatives to a government’s financial position and would provide
key information about their potential effects on future cash flows (The
CPA Letter, Members in Government Supplement, May2003).

800/748–0659

www.gasb.org

GASB Project Manager Randal J. Finden, remarked, “Even
estimating the notional amount of outstanding derivatives in this
market is difficult based on information that we have today.
Estimates of notional value range from $200 billion to $400 billion.
Under the new guidance issued by the GASB, state and local governments will now be required to disclose this information.
“Our research indicates that it often has been difficult to understand how governments have been accounting for derivatives,” he
added. “The new disclosures are designed to remove the mystery
that surrounds these transactions. We will be able to see what a government has done, why it was done, the fair value of the derivative
and the risks they have assumed.” Governments will be required to
disclose in their financial statements information about risks that
relate to credit, interest rates, basis, termination dates, rollovers and
market access.
This technical bulletin, which is effective for periods ending
after June 15, 2003, can be obtained through the GASB Order
Department.
800/748-0659

www.gasb.org
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AICPA Appoints Federal
Accounting Standards
Review Panel
The AICPA recently appointed a panel to review the Federal
Accounting Standards Advisory Board’s continuing authority to set
generally accepted accounting principles for the federal government
under Rule 203 of the AICPA Code of Conduct. The panel will
assist the AICPA Board of Directors and Council by providing its
recommendations on the continued recognition of the FASAB in
accordance with an Oct. 1999 Council resolution on the initial
recognition of FASAB under Rule 203. The Council resolution

FASAB Publishes Interpretation
on Imputed Intra-Departmental
Costs
The FASAB has issued Interpretation No.
6 of Federal Financial Accounting
Standards, Accounting for Imputed IntraDepartmental Costs: An Interpretation of
SFFAS No. 4. Interpretation No. 6 clarifies
that paragraph 110 of SFFAS No. 4,

Managerial Cost Accounting Concepts &
Standards, does not limit the recognition
of imputed intra-departmental costs. The
interpretation further explains that intradepartmental costs should be accounted
for in accordance with the full cost provisions of SFFAS No. 4, which includes the
recognition of imputed intra-departmental
costs.
Interpretation No. 6 is effective for

FASAB Publishes SFFAS No. 25
The FASAB has published Statement of Federal Financial
Accounting Standards (SFFAS) No. 25, Reclassification of
Stewardship Responsibilities and Eliminating the Current
Services Assessment. SFFAS No. 25 changes the classification of
information about stewardship responsibilities required by SFFAS
No. 5, Accounting for Liabilities of the Federal Government, and
No. 17, Accounting for Social Insurance. Information about “risk
assumed” will become required supplementary information (RSI).
The Statement of Social Insurance will become a basic financial statement. Other information about social insurance required
by SFFAS No. 17 will be reported as RSI or in a footnote. SFFAS
No. 25 also eliminates the requirement to present certain informa-

New FASAB Member
The sponsors of the FASAB—the
Department of the Treasury, the Office of
Management and Budget and the General
Accounting Office—entered into a new
Memorandum of Understanding governing the board. The MOU provides for
additional input from the legislative
branch by adding a member from the
Congressional Budget Office.
Dr. Douglas Holtz-Eakin, CBO
Director, has agreed to join the board as
its tenth member. His participation will
offer the board additional insight regarding congressional information needs. In

called for the Board of Directors to, by no later than
Oct. 2004, review the mission and operations of the
FASAB, evaluate whether the FASAB continues to
meet Council-approved criteria used to assess standards-setting bodies designated under Rule 203, and
recommend to Council whether the Council shall continue to designate the FASAB under Rule 203. The panel members
are:
• Dr. Gary Previts, chair, Case Western Reserve University.
• Judith O’Dell, O’Dell Valuation Consulting, LLC.
• Marilyn Pendergast, Urbach Kahn & Werlin, Inc..
• Sharon Russell, Alabama Department of Examiners of Public
Accounts.
• Pete Smith, Private Sector Council.
periods beginning after Sept. 30, 2004,
with earlier implementation encouraged.
An electronic version of Interpretation
No. 6 is available on the Web at:
www.fasab.gov
Printed copies can be obtained from:
202/512–7350

tion about stewardship responsibilities, known as the “current services assessment,” previously required by SFFAS No. 8,
Supplementary Stewardship Reporting.
“The board believes that these changes will improve the clarity and significance of federal financial reporting in two ways,”
said David Mosso, FASAB chair. “First, and most important, it
defines the Statement of Social Insurance as essential to ‘fair presentation.’ Second, it uses reporting categories that are well
defined in existing professional literature and familiar to report
users.”
SFFAS No. 25 is available at:
www.fasab.gov/concepts.htm

addition, the board says that his expertise
in economics and public policy will
enhance the mix of professional skills represented on the current board. HoltzEakin is the sixth director of the
Congressional Budget Office, where he
was appointed for a four-year term beginning Feb. 3. He previously served for 18
months as Chief Economist for the
President’s Council of Economic
Advisers. He is on leave from Syracuse
University, where he holds the post of
Trustee Professor of Economics at the
Maxwell School. In the past, he has held
academic appointments at Columbia and

Princeton universities. The board says that
Holtz-Eakin has a long-standing and
broad interest in the economics of public
policy. He has studied the role of federal
taxes in home ownership, the contribution
of inventories to the business cycle and a
wide variety of topics in state and local
government finance. The new MOU and
bios for current members are available at:
www.fasab.gov/fasabinfo.htm

